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INTRODUCTION 

This  report  analyzes  Time  Warner  and  Tele-Communications,  Inc.  in 
their  role  as  multiple  cable  systems  operators. 

The  points  covered  include: 

o        Lines  of  business 

o        Historic  financial  data 

o        Company  history 

o        Business  mix 

o        Strategies  for  digitization 

o        Recent  business  and  technical  alliances 

o        Political  and  regulatory  issues 

This  last  point  became  extremely  important  on  April  1,   1993  when 
the  Federal  Communications  Commission  (FCC)   announced  policy 
changes  which  could,  when  all  details  are  announced,  possibly 
change  the  direction  of  the  industry.     It  is  fair  to  say  that  the 
FCC's  activities  in  1993  will  have  more  impact  on  the  cable 
industry  than  all  of  its  activity  (or,  rather,  inactivity)   in  the 
preceding  10  years. 

In  the  week  since  the  FCC  announced  its  decision,   INPUT  has 
focused  much  of  its  analysis  on  the  impact  of  the  FCC's  actions. 

INPUT  believes  that  there  will  be  enough  additional  information 
by  June  1993  for  Sony  to  reexamine  these  issues. 

This  report  is  organized  as  follows: 

Chapter  I:  Profile:     Tele-Communications,  Inc. 

Chapter  II:        Profile:     Time  Warner 

Chapter  III:       Regulatory  Issues  Impacting  the  Cable  Industry 

Chapter  IV:        TCI  and  Time  Warner:     Contrasting  Company 

Strategies 

Appendix  A:         TCI  Financial  Reports:     1990  and  1991 

Appendix  B:  Time  Warner  Financial  Reports:     1990  and  1991 
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I.     Company  Profile:     Tele-Communications  Inc. 

Address:     5619  DTC  Parkway 

Englewood,   CO  80111 
Phone:  303-267-5500 
Fax:  303-779-1228 

Line  of  business 

Operates  cable  television  systems  in  48  states  plus  District  of 
Columbia  and  Puerto  Rico.  Through  various  partnerships  the 
company  operates  cable  systems  in  eight  foreign  countries. 
Through  its  interests  in  Teleport  and  Digital  Direct  TCI  provides 
various  telecommunications  services. 
Financial  Data 

The  company  announced  on  April  1,   1993  that  it  had  met  its 
intended  revenue  and  income  goals  for  1992,  and  that  it  will  be 
able  to  finance  capital  investment  and  debt  service  entirely  from 
internally  generated  funds  (without  recourse  to  the  debt  or 
capital  markets.)   It  should  be  noted  that  this  announcement  was 
made  before  the  FCC's  cable  rate  rollback  decision,  which  has  the 
potential  to  reduce  subscription  revenues  by  as  much  as  10%. 

1992  Consolidated  Statement  of  Operations  /  $  Millions 

1992  1991  1990 

Revenue  $3,574M   $3,214  $2,940 


Operating  Costs  and  Expenses: 

Operating 

1,028 

1,021 

995 

Selling,  general  and  administrative 

910 

763 

683 

Restructuring  charge 

8 

Depreciation 

489 

506 

462 

Amortization 

183 

166 

171 

2  ,618 

1.456 

2  .311 

Operating  Income 

956 

758 

629 

Other  (expense) 

975 

842 

874 

Net  Loss  from  Continuing  Operations 

19 

84. 

245 
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1991  Financial  Information 


Fiscal  Year  End: 


December  31 


1991  Sales 


$  mil. 


%  of  total 


Cable  TV  3,206 
Movie  Theaters  621 


84 
16 


Total 


3,827 


Debt  Ratio 
Return  on  Equity: 
Cash  ($  mil.) 
Current  Ratio: 
Long-term  debt  ($  mil.) 
No.  of  Shares  (mil.): 
Dividends: 

1991  average  yield: 

1991  payout: 
Market  value  (mil . ) : 

KASDAQ  symbol:  TCOMA 


100 

87.3% 
$35 

$9,286 
419 

0.0% 
0.0% 
$7,116 


Exhibit  I-l  shows  a  ten  year  financial  summary. 


Key  Officers: 
Title  


Name 


Age      Annual  Pay 


Chairman 

CEO  and  President 

Exec.  V.P. 

Exec.  V.P. 

V.P.  Fin. /Treasurer 

V.P.  and  Gen.  Counsel 

Auditors : 

KPMG  Peat  Marwick 


Bob  Magness  68 

John  C.  Malone  51 

J.C.  Sparkman  59 

Donne  F.  Fisher  54 

Bernard  Schotters  47 

Stephen  M.  Brett  51 


$4,773,514 
$  453,517 

$  352,949 

$  571,885 


Employees: 
22,000 
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Structure : 

*  Cable  Television  Systems 

-  Communications  Services  Inc. 

-  Heritage  Communications,  Inc. 

-  SCI  Holdings,   Inc.  (42.5%) 

-  Tele-Communications,  Inc. 

-  WestMarc 

*  Cable  Programming  Services 

-  Cable  Educational  Network,  Inc.    (49%,  Discovery  Channel) 

-  Liberty  Media,  Inc.  (5%) 

-  Turner  Broadcasting  System,  Inc.    (22.5%;  12%  voting  interest) 

*  Publications 

-  Cabletime  (cable  guide) 

*  Telecommunications  Systems 

-  Teleport  Communications  Group  (49.9%) 

Subscriber  History 

TCI  grew  its  subscriber  base  by  approximately  25,000  new 
customers  per  month  for  1992,  ending  1992  with  over  10.2  million 
basic  cable  subscribers. 

TCI  Consolidated  Companies/  #  of  Subscribers/millions 

•91         '90      '89      '88      '87      '86      '85      '84      '83  '82 
Basic         8.9        8.5     7.8     6.2     5.2     4.2     2.5     2.3  1.8 
Pay  5.9         5.8     5.8     4.6     3.9     2.6     1.6     1.6  1.1 

Operations 

TCI  has  seven  operating  areas  corresponding  to  regions  of  the 
U.S.,  each  with  a  regional  V.P.  Within  each  operating  area  are 
individual  state  operations,  each  with  a  State  Manager  and  State 
Engineer. 
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Acquisitions,  Alliances  and  Investments 
1993 

The  company  announced  in  April  that  it  will  continue  its  strategy 
of  domestic  and  international  acquisitions  as  opportunities 
present  themselves,  but  offered  no  specifics  on  future  deals. 

There  is  currently  speculation  that  TCI  may  attempt  to  buy 
portions  of  a  dismantled  Turner  Broadcasting  System,  most  likely 
the  CNN  operation.  TCI  currently  owns  22.5%  of  Turner,  while  Time 
Warner  owns  18.9%  and  Ted  Turner  owns  37%.  The  estimated 
acquisition  value  of  CNN  and  Headline  News  divisions  that  TCI  is 
interested  in  is  $3.57  billion. 

1992 

In  December  the  assets  that  the  company  held  in  Storer 
Communications  were  distributed  and  folded  into  TCI. 

In  February  TCI  closed  a  deal  to  sell  its  United  Artists 
Entertainment  movie  theater  chain  to  a  former  executive  of  the 
company  and  a  Merrill  Lynch  investment  group  for  $680  million. 

Also  in  February,  the  company  paid  $75  million  for  49.9%  of 
Teleport,  a  fiber  "bypass"  phone  company, from  Merrill  Lynch.  (Cox 
Cable  Enterprises  holds  the  other  half.) 

1991 

In  August  U.S.  WEST  Cable  Communications  and  TCI  announced  a 
joint  venture  to  explore  European  cable  TV/telephony 
opportunities  and  to  hold  U  S  WEST'S  interest  in  United 
Communications  International  (UCI) ,  subject  to  appropriate 
approvals.  UCI,  a  partnership  between  U  S  WEST  and  United 
International  Holdings  (UIH) ,  owns  interests  in  cable  television 
systems  in  Sweden,  Norway,  and  Hungary.     Its  cable  properties 
include  operations  with  over  one  million  households. 

Under  the  terms  of  the  agreement,  TCI  and  U  S  WEST  will  each  own 
50  percent  of  the  UCI  interest  previously  held  by  U  S  WEST,  or 
approximately  45  percent  each.  United  International  Holdings  will 
retain  its  existing  interest  of  10  percent.  The  joint  venture, 
known  as  TeleWest  is  one  of  the  first  companies  to  provide  voice 
and  video  services  on  the  same  network.  As  of  September  1992  the 
company  had  signed  up  approximately  45,000  customers.  The  network 
utilizes  Northern  Telecom  digital  switching  systems. 

TCI  purchase  100%  of  Cable  AdNet,  which  coordinates  advertising 
placement  on  cable  systems  nationwide. 

Netlink  USA  is  the  largest  provider  of  cable  programming  to  the 
home  satellite  dish  market.  This  subsidiary  has  over  215,000 
customers . 
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1990 

TCI  bought  the  cable  systems  of  WestMarc  Communications  in 
January  for  $205  million.  Also  in  January,  the  company  purchased 
the  cable  systems  of  the  Cooke  Media  Group  for  $389M 

Various  other  cable  systems  were  purchased  during  the  year  for  a 
total  of  $366M  million. 

1989 

The  company  acquired  various  cable  systems  for  a  total  of  $73 4M 
1988 

TCI  invested  $772  million  in  Storer  Broadcasting  in  November  in 
exchange  for  technical  help. 

1987 

The  company  purchased  Heritage  Communications  in  August  for 
$589M. 

TCI's  initial  investment  in  Turner  Broadcasting  was  made  in  June: 
$200  million. 

1986 

The  company  acquired  various  cable  systems  $1.9  billion. 
1985 

The  company  acquired  various  cable  systems  for  $130  million. 

Alliances 

1992/1993 

TCI  intends  to  continue  building  alliances  with  program  suppliers 
and  service  providers,  including  telephone  companies.  Chief 
Operating  Officer  Bernard  Clouston  emphasized  at  an  April  1,  1993 
press  conference  that  the  company  does  not  view  "cable-telco" 
issues  as  necessarily  all  competitive,  but  that  "overlaps  and 
joint  ventures  will  continue  toward  the  goal  of  a  national 
terrestrial  two  way  switched  digital  network."  Mr.  Clouston  said 
that  the  company  "does  not  have  to  be  in  the  telephone  business. 
We  intend  to  exploit  some  PCS   (Personal  Communication  Systems) 
and  other  wireless  communications  opportunities  and  skill  sets, 
but  we  are  an  entertainment  company  that  is  growing  very 
quickly. " 
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1991 

US  West  in  UK  cable  systems 

AT&T  and  US  West  in  VCTV  in  Denver. 

Tribune  Broadcasting  for  Chicago  Television  programming  service 

The  company  has  teamed  with  McCaw  Cellular  Communications  in  a 
trial  of  PCS  in  Medford,  OR. 

Digital  Direct  was  founded  by  TCI  to  build  and  operate  fiber 
optic  Metropolitan  Area  Networks  in  cities  where  TCI  has 
significant  cable  operations.  Service  is  currently  offered  in 
Chicago,  Dallas,  and  Seattle  and  is  planned  for  Pittsburgh,  St. 
Louis  and  Denver.  These  operations  dovetail  with  TCIs  49.9% 
investment  in  Teleport  Communications,  which  offers  similar 
services  in  New  York,  Chicago,  Los  Angeles  and  other  cities. 

The  company  is  working  with  Digital  Equipment  Corporation  in 
tests  of  teleconferencing,  medical  imaging  and  other  data 
transmission  services  using  TCIs  fiber  backbones. 

1990 

The  company  is  an  investor  in  the  Cable  Television  Laboratories 
consortium  that  is  working  on  improving  the  technical  aspects  of 
cable  operations  and  transmission,  including  fiber  optics,  HDTV 
and  compatibility  of  future  consumer  electronics  equipment  with 
the  digital  compression-equipped  cable  converters  under 
development. 

The  company  began  a  relationship  with  Faroudja  Research 
Enterprises  for  HDTV  development  and  another  partnership  with 
Eidak  Corp.  for  signal  security. 

Programming 

In  1991    TCI  spun  off  Liberty  Media  Corp.  to  consolidate  most 
programming  operations  and  holdings  (except  Turner  and  Learning 
Channel)   in  order  to  ward  of  government  accusations  of  monopoly 
(see  Regulation)   that  could  limit  growth.  Liberty  Media  includes 
TCIs  regional  sports  networks.  The  Family  Channel,  QVC  (home 
shopping) ,  Black  Entertainment  Television,  American  Movie 
Classics  and  some  cable  systems.  Liberty  announced  it  would  begin 
offering  a  low-cost  "classic"  movie  channel  called  Encore. 

Although  theoretically  independent,  TCI  holds  5%  of  Liberty's 
stock  while  TCI  President  John  Malone  and  Chairman  Bob  Magness 
together  own  56%  and  sit  on  the  board  along  with  three  other  TCI 
executives. 
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Technical  Enhancements  and  New  Services 

As  of  April  1,   1993  no  TCI  customer  taking  basic  cable  will  be 
required  to  "buy  through"  any  additional  levels  of  cable  service 
in  order  to  take  premium  or  pay-per-view  services.    (The  1992 
Cable  Act  gave  cable  companies  ten  years  to  comply  with  this  "no 
buy  through"  requirement  in  non-addressable  systems.  Also,  as 
suggested  in  the  Act,  TCI  is  offering  a  reasonably  priced,  entry- 
level  basic  cable  service,  adopting  the  industry  standard  basic 
broadcast  model  with  an  entry-level  basic  consisting  of  broadcast 
stations  and  PEG  (primary  entertainment  group)   access  channels. 
Other  channels  will  appear  on  an  "expanded  basic"  level  of 
service.  Prices  for  basic  service  level  will  generally  be  around 
$10.00  per  month. 

Future  Services 

TCI  has  emphasized  that  it  plans  to  provide  "a  la  carte"  services 
in  the  future,  giving  customers  greater  control  of  what  they  • 
watch  when  they  want  to  watch  it.  The  company  believes  in  the 
concept  that  "'what's  on'  television  should  be  what  you'd  like  to 
have  on"  and  is  investing  in  order  to  make  the  idea  a  reality. 
The  analogy  is  to  store  where  suddenly  the  shelf  space  has 
increased  ten  times.     There  are  a  lot  of  entrepreneurs  in  America 
who  will  be  quite  happy  to  put  products  on  those  shelves.  It  will 
be  a  little  bit  like  the  magazine  business,  with  some  large  and 
some  niche  suppliers.     Some  will  be  advertiser  supported  and  some 
will  be  subscription  only.  TCI  also  believes  that  digital  games 
are  an  exciting  area  for  growth.  There  are  shopping  opportunities 
when  there  is  true  video  quality  and  interactivity. 

The  company  is  investing  heavily  in  advanced  "navigational  tools" 
to  allow  customers  to  more  easily  search  and  choose  among  the 
expected  large  number  of  services  that  will  be  available  through 
its  developing  digitally-compressed  fiber-optic  network.  TCI  is 
working  with  a  number  of  vendors,   (Microsoft  is  the  only  one 
named  so  far)   in  developing  these  hardware/software  products  to 
provide  menu-driven  program  selection.  At  an  April  1,   1993  press 
conference  it  was  indicated  that  these  vendors  include  most  of 
the  players  in  the  nascent  Personal  Digital  Assistant  area. 
Fiber  Optic  Cable  Plant 

TCI  plans  to  install  7,000  miles  of  fiber  optic  transmission 
cable  in  1993.  Most  of  the  1993  announced  capital  budget  of  $750 
million  will  be  used  for  this  purpose  (last  year's  capital  budget 
was  $525  million.)  The  company  plans  to  have  upgraded  90%  of  its 
plant  to  f iber-to-the-node  (fiber  down  to  the  distribution  hubs 
for  500-2,000  homes  with  coax  in  the  "first  mile  out  to  the 
subscriber  home)  within  the  next  four  years. 
Digital  Compression 
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The  company  has  set  the  last  quarter  of  1993/first  quarter  1994  a 
target  dates  for  wide  deployment  of  set-top  digital  compression 
units.  No  prices  have  been  set  for  these  units  as  yet.  The  costs 
will  be  within  the  guidelines  for  "reasonable  cost"  and  rate  of 
return  as  specified  by  the  1992  Cable  Act.  TCI  has  announced  a 
letter  of  intent  to  purchase  up  to  one  million  set-top  compressed 
digital  terminals  from  AT&T  and  General  Instrument  Corporation, 
and  indicated  its  intention  to  negotiate  for  the  purchase  of 
additional  terminals  and  related  equipment  from  Scientific 
Atlanta  and  other  industry  vendors.  The  company  believes  that 
this  and  other  related  equipment  will  be  consistent  with  the 
Moving  Pictures  Expert  Group  II  (MPEG  II)   international  standards 
now  being  finalized.  TCI  will  manage  the  technical  aspects  of  its 
digital  compression  from  a  new  access,  control,  encryption  and 
uplink  center  using  General  Instrument  technology  in  Denver. 

Since  1991  TCI's  VCTV  (Viewer  Controlled  Television)   joint  Pay 
Per  View  test  in  Denver  with  AT&T  and  U.S.  West  has  been  very 
successful  and  well  received  by  customers.  The  test  will  continue 
for  at  least  another  year  "Multiples  of  improvement"  in  revenues 
for  PPV  are  expected  as  customers  are  given  more  choice. 
Customer  Service 

The  company  is  proceeding  aggressively  with  enhanced  customer 
service  improvements,  responding  to  the  requirements  of  the  1992 
Cable  Act.    (see  section  2,  below).  It  is  expanding  a  program 
whereby  its  customer  service  representatives  can  work  at  home 
part  time  or  full  time.  This  gives  the  company  improved 
capability  to  deal  with  peak  demand  for  service,  as  well  as 
allowing  employees  who  otherwise  couldn't  work  full  time  to  stay 
in  the  work  force. 

TCI  recently  opened  a  new  customer  service  center  in  the  Denver 
area,  which  is  equipped  with  advanced  ANI   (automatic  number 
identification)  capability  tied  to  its  customer  database.  The 
company  expects  that  there  will  be  8,000  customer  service  reps, 
working  at  least  part  time  from  home  by  the  end  of  this  year.  The 
currently  experiment  in  the  Denver  area  involves  about  10%  of 
NetLink's  (TCI's  home  satellite  dish  program  delivery  service 
subsidiary)   200  phone  service  reps  in  the  Denver  area  work  at 
home. 
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II.     Company  Profile:     Time  Warner  Inc. 

Address:     75  Rockefeller  Plaza 

New  York,  NY  10019 
Phone:  212-484-8000 
Fax:  212-484-8734 

Line  of  Business: 

World's  largest  media  and  entertainment  company  with  interests  in 
cable  television  programming,  cable  systems  operation,  film, 
music,  publishing  and  other  entertainment  and  media. 


1991  Sales  and  Income 


Sales 

ODeratina  Income 

$  mil . 

%  of  total 

$  mil. 

%  of  total 

Cable  Programming   1,3  66 

11 

183 

16 

Cable  Systems  1,935 

16 

334 

29 

Film  3,065 

25 

207 

18 

Music  2.960 

2'4 

256 

22 

Pliblishing  3,021 

24 

174 

15 

Adiustments               n2  6) 

— 

fl36) 

— — 

Total  12^021 

100 

1,018 

100 

Debt  Ratio 

50.8% 

Return  on  Equity: 

Cash  ($  mil.) 

$199 

1.09 

Long-term  debt  ($  mil.) 

$8,716 

No.  of  Shares  (mil.): 

93 

Dividends: 

1991  average  yield: 

1.2% 

1991  payout: 

Market  value  (mil.): 

$8, 103 

Financial  History 

Exhibit  II-l  shows  a  ten 

year  summary. 

NYSE  symbol:  TWX 

Key  Officers: 

Title 

Name 

Acre 

Annual  Pav 

Chairman  and  CEO 

Vice  Chairman/coo, 

Gerald  M.  Levin 

I  53 

$2,800,000 

President 

Exec.  V.P.  and  CFO 

Bert  W.  Wasserman  59 

$1,475,000 

Exec.  V.P.  and  General 

Peter  R.  Haje 

57 

$1,425,000 

Auditors : 
Ernst  &  Young 


Structure: 

*  Cable  Systems 

-  American  Television  and  Communications  (ATC)  (82%) 

-  Warner  Cable  Communications 

*  Cable  Programming 

-  Home  Box  Office,   Inc.    (including  Cinemax) 

-  CTV  (50%,  comedy  network) 

*  Other  Broadcast  and  Cable 

-  Turner  Broadcasting  (19.1%) 

-  Whittle  Communications  (37.5%) 

*  Filmed  Entertainment 

-  DC  Comics,  Inc. 

-  Lorimar  Telepictures 

-  Warner  Bros.  Inc. 

-  Warner  Bros.  International  Theatres 

-  Warner  Home  Video  Inc. 

*  Music 

-  Atlantic  Recording  Corp. 

-  Columbia  House  (50%) 

-  Warner  Bros.  Records 

-  Warner  Elektra  Atlantic 

*  Books 

-  Book-of-the-Month  Club 

-  Little,  Brown  &  Company 

-  Time-Life  Books 

-  Warner  Books 

*  Major  Magazines 

-  Entertainment  Weekly 

-  Fortune 

-  Life 

-  Money 

-  People 

-  Southern  Living 

-  Sports  Illustrated 

-  Time 

Subscriber  History 

Time  Warner  Cable  Operations  /  #  of  Subscribers/millions 

1992       1991  1990 
Basic  6.8        6.7  5.2 

HBO  and  Cinemax       —         23.6  23.9 
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Time  Inc.  Cable  Businesses 

Prior  to  Merger 

$/millions 

- 

1988 

1987 

1986 

1985 

1984 

Programming  Revenues 

1, 122 

971 

952 

854 

810 

Programming  Operations 

116 

125 

T   T  T 

111 

121 

118 

Income 

Cable  Systems 

Revenues 

812 

714 

637 

584 

510 

Cable  Systems 

Operations 

176 

150 

118 

97 

83 

Income 

#  of  Subscribers  millions 

1988 

1987 

1986 

1985 

1984 

1983 

1982 

Basic 

4.1 

3.7 

3.4 

2.7 

2.5 

2.4 

2.1 

HBO  and  Cinemax  23.0 

21.0 

19.1 

18.3 

17.7 

16.2 

13.5 

Cable  Programming 

Time  Warner's  cable  programming  business  is  principally  conducted 
by  Home  Box  Office  Inc. ,  a  wholly  owned  subsidiary  of  the  TW.  HBO 
provides  and  markets  two  pay  television  services:  HBO  and 
Cinemax.  Time  Warner  Sports  is  a  wholly  owned  subsidiary  of  HBO 
that  operates  TVKO,  a  PPV  boxing  network.  As  of  December  1991, 
HBO  had  approximately  17.3  million  subscribers  and  Cinemax  had 
approximately  6.3  million. 
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Acquisitions,  Alliances  and  Investments 
1993 

Time  Warner,  along  with  TCI  may  be  on  the  verge  in  April  1993  of 
carving  up  Turner  Broadcasting.  TW  currently  owns  18.9%  of 
Turner.  It  is  expected  that  in  the  event  of  a  Turner  buyout,  TW 
would  be  most  interested  in  Turner's  entertainment  holdings 
including  TNT,  the  MGM  Movie  Library,  Hanna-Barbera  cartoons  and 
Superstation  TBS.  The  value  of  these  divisions  is  estimated  at 
$5.42  billion. 

In  February  the  Time  Warner  Cable  Group  and  a  joint  venture  of 
Sony  Software  Corp.  and  Warner  Music  Group  paid  an  estimated  $20 
million  for  a  stake  in  Digital  Cable  Radio.  DCR  offers  a  variety 
of  audio  programming  services  to  about  50,000  subscribers  who  pay 
about  $10  per  month. 

1992 

In  December  CEO  and  Chairman  Steve  Ross  died  of  cancer,  with 
Gerald  Levin  succeeding  him  and  forcing  out  co-CEO  Nicholas  J. 
Nicholas.  Analysts  believe  that  the  company  now  has  one  of  the 
most  stable  management  teams  in  the  entertainment  industry. 

In  September  Time  Warner  Cable  sold  its  42.5%  interest  in  94,000- 
subscriber  Denver  cable  system  Mile  Hi  Cablevision  valued  at  $80 
million  to  a  minority  partnership  headed  by  Robert  Johnson, 
founder  of  Black  Entertainment  Television.  Because  of  the 
minority  status.  Time  Warner  received  a  tax  certificate  from  the 
FCC  allowing  the  company  to  defer  federal  income  tax  on  the 
transaction  if  the  proceeds  are  reinvested  in  like-kind 
properties. 

1991 

In  October  Time  Warner  formed  an  alliance  with  Toshiba  and  C.Itoh 
Co.  creating  a  limited  partnership  called  Time  Warner 
Entertainment,  whose  operating  businesses  comprise  Warner  Bros., 
HBO  and  Time  Warner  cable  businesses.  For  investments  of  $500 
million  apiece,  Toshiba  and  C.Itoh  were  each  given  6.25%  of  TWE, 
which  assumed  $7  billion  of  Time  Warner's  9.2  billion  long  term 
debt.  As  part  of  the  deal.  Time  Warner  would  buy  back  the  18%  of 
publicly  held  stock  in  ATC.  The  three  companies  also  partnered  in 
another  venture.  Time  Warner  Entertainment  Japan. 

In  January  a  50%  general  partnership  interest  in  the  Columbia 
House  music  and  video  subscription  club  was  acquired. 
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1990 

In  May  Lane  Publishing  Co.  was  acquired. 
1989 

Scott,  Foresman  and  Co.,  a  publisher  of  educational  textbooks  was 
sold  in  December  for  $455  million. 

The  year  saw  the  acquisition  of  various  cable  systems  serving 
207,000  subscribers  for  $532  million. 


Time  Warner  was  formed  through  the  complex  merger  of  Time  Inc. 
and  Warner  Communications.  The  acquisition  of  a  59.3%  common 
stock  interest  in  Warner  Communications  Inc.  by  Time  Inc.  was 
accounted  for  using  the  purchase  method,  with  the  $14  billion 
acquisition  cost  being  allocated  to  net  assets  at  their 
respective  fair  values.  The  acquisition  was  financed  by  $8.3 
billion  of  long-term  debt,   $5.6  billion  of  Time-Warner  preferred 
stock  and  the  distribution  of  12  million  shares  of  Class  A  common 
stock  of  BHC  Communications. 

In  January  WCI  acquired  Lorimar  Telepictures  Corp. 
1988 

In  December  a  50%  interest  in  Whittle  Communications  for  an 
initial  payment  of  $185  million. 

The  company  acquired  cable  television  systems  in  Memphis,  TN  and 
Milwaukee,  WI  for  a  total  of  $315  million. 

Technical  Enhancements  and  New  Services 

Fiber  Optic  Cable  Plant 

Time  Warner  currently  provides  about  30%  of  its  7  million 
customers  with  f iber-to-the-node  service.  The  company  does  not 
believe  that  it  is  necessary  to  run  fiber  to  the  home.  Senior 
V.P.  for  Corporate  Policy  Timothy  Boggs  said  that  coaxial  cable 
has  the  capacity  and  the  quality  that  could  meet  most  of  the 
needs  for  advanced  digital  services.  Time  Warner's  network  will 
utilize  a  fiber  optic  backbone  and  coaxial  cable-to-the-home 
architecture  with  digital  compression.  TW's  first  implementation 
of  this  architecture  was  in  the  Quantum  cable  service  launched  in 
Queen's  N.Y.   in  1992. 

The  Quantum  system  offers  150  channels  including  90  conventional 
channels   (MTV,   Discovery,  ESPN,  etc.)  and  60  pay  per  view  movie 
channels  over  which  it  sells  films  at  prices  from  $1.95  to  $4.95 
each.  The  price  for  this  greatly  expanded  service  is  about  $23.95 
per  month,  no  more  than  basic  cable. 
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Time  Warner  has  revealed  that  it  spends  about  $300  million  per 
year  in  plant  upgrades.  The  company  is  planning  major  upgrades  to 
nine  major  divisions.  A  spokesman  declined  to  identify  the 
specific  areas.  American  Television  &  Communications  (ATC) ,  Time 
Warner's  primary  cable  operator  with  about  5  million  subscribers 
has  revealed  that  the  trunk  and  feeder  part  of  its  network  makes 
up  about  19%  of  the  value  of  the  cable  plant.  Seventy-five 
percent  of  the  value  of  CATV  plant  is  comprised  of  the 
neighborhood  hub-to-home  portion,  The  remaining  6%  of  the  value 
resides  in  the  headend  of  the  system. 
Digital  Compression 

In  late  January  of  1993  Time  Warner  announced  its  intention  to 
test  a  digitally  compressed  "Full  Service  Network"  in  Orlando 
Florida.  The  trial  will  involve  a  portion  of  some  4,000  customers 
on  TWs  Orlando  cable  system.  The  "two-way  electronic  superhighway 
into  the  home  is  the  keystone  of  Time  Warner's  vision  and 
strategy"  according  to  Chairman  and  CEO  Gerald  M.  Levin. 

The  FSN  will  utilize  the  fiber  optic  backbone  and  coaxial  cable- 
to-the-home  architecture  mentioned  above  combined  with  digital 
storage  and  Asynchronous  Transfer  Mode  digital  switching.  FSN 
homes  will  be  equipped  with  high-capacity  storage  devices  able  to 
hold  up  to  a  thousand  gigabytes  of  digital  information  (the 
equivalent  of  500  two-hour  movies) .  An  advanced  pay-per-view 
system  of  movies,  video  games  or  vast  libraries  of  data  could  be 
delivered  in  bursts,  rather  than  in  real  time,  to  the  home 
storage  box,  freeing  vast  amounts  of  spectrum  and  rendering  the 
imperative  for  fiber  past  the  curb — perhaps  past  the  trunk — 
obsolete.  The  terminal  in  each  subscriber's  home  will  be  an  ATM 
terminal,  capable  or  receiving  and  restructuring  packetized 
information.  The  terminal  will  also  contain  the  digital  video 
decompression  circuitry  for  digital  to  analog  conversion  of  the 
packetized  signal. 

Time  Warner  has  not  announced  partners  for  the  necessary 
components  of  the  FSN  system.  Components  would  include  high  speed 
packet  switches,   interactive  video  servers,  customer  terminal 
equipment  and  related  operating  systems.  There  are  reports  that 
IBM  is  partnering  with  Time  Warner  to  provide  the  digital  storage 
and  compression  equipment  for  the  FSN,  it  is  still  unclear 
whether  this  is  true.  Other  reports  indicate  that  TW  is  working 
with  a  company  called  Next  Century  Media  (New  York,  NY)  which 
utilizes  IBM  hardware  for  a  digital  archive  and  playback  system 
that  will  store  video  at  the  resolution  of  35mm  film  or  better. 
However,  Next  Century  Media  is  not  affiliated  with  IBM  otherwise. 

IBM's  effort  is  being  spearheaded  by  V.P.  Lucie  Feldstad,  who 
declined  to  comment  further.  It  is  believed  that  an  IBM  system 
would  have  to  be  based  on  RS/6000  RISC  (reduced  instruction  set) 
technology,  massive  solid-state  data  storage  and  high-level 
object-oriented  operating  system  software. 
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TW  has  announced  that  it  is  talking  with  potential  partners  and 
suppliers  about  creating  various  services  such  as  full-motion, 
interactive  home  shopping  and  video  games,  and  has  started 
discussions  with  business  customers  in  the  suburban  Orlando  area 
about  providing  video  conferencing,  alternative  access  telecom 
and  data  transfer  services. 

The  company  has  applied  for  an  experimental  license  to  test  PCS 
telephone  service  in  the  FSN  service  area.  TWs  PCS  experiments 
are  being  spearheaded  by  its  Time  Warner  Telecommunications 
division,  headed  by  former  FCC  chairman  Dennis  Patrick. 

TW  has  not  released  cost  figures  for  implementing  the  new  system, 
but  estimates  of  around  $1,000  per  customer  have  been  put  forward 
by  analysts.  Cost-effectiveness  depends  on  the  willingness  of 
customers  to  spend  more  for  additional  PPV  programming.  Some  idea 
of  this  may  be  derived  by  the  results  of  a  1992  survey  of  TW's 
own  Quantum  system  subscribers: 

One-half  of  the  300  Quantum  subscribers  surveyed  are  ordering 
more  PPV  than  they  did  before  they  had  Quantum  and  a  majority  of 
respondents  ordered  more  than  one  PPV  movie  per  month.  Quantum's 
surveying  of  its  customers  also  found  that  a  lot  of  people  would 
order  more  PPV  if  they  were  given  a  volume  discount,  an  idea  Time 
Warner  is  working  on.  The  acceptance  curve  of  Quantum  technology 
by  consumers  is  pacing  higher  than  that  of  Time  Warner's  earlier 
introduction  of  impulse  technology  in  Queens,  New  York 
neighborhoods.  Close  to  90%  of  the  surveyed  subscribers  are 
satisfied  with  the  PPV  service. 
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III,     Regulatory  Issues  Impacting  the  Cable  Industry 


While  the  previous  two  Republican  administrations  were 
consistently  sympathetic  to  business  and  opposed  to  most 
regulation,  it's  almost  certain  that  a  Democratic-dominated  FCC 
will  take  a  harder  line  on  broadcasting  issues  and  will  be 
stricter  in  regulating  cable  and  telephone  companies. 

The  FCC  has  a  heavy  agenda  of  issues  to  decide  that  will  affect 
the  cable  industry.  It  is  trying  to  allocate  a  block  of 
frequencies  for  wireless  personal  communications  services  (PCS) 
that  a  number  of  cable  companies  including  both  TCI  and  Time- 
Warner  have  interests  in. 

The  agency  will  also  have  to  select  a  technical  standard  for 
broadcasting  high  definition  television  (HDTV)   and  it  faces 
numerous  decisions  on  how  to  regulate  the  new  channels  being  • 
opened  for  the  new  service.  Both  TCI  and  TW  are  involved  (through 
their  interests  in  Cable  Labs)   in  HDTV  standards  and  program 
distribution  methods. 

Personalities  of  Interest 

Acting-FCC  Chairman  James  Quelle  is  a  Democrat  who  has  in  the 
past  voted  on  the  side  of  greater  regulation.  His  comment  on  the 
April  1,   1993  decision  to  freeze  and  then  rollback  basic-cable 
prices  was  that  the  action  was  "a  carefully  reasoned  first  step", 
indicating  that  further,  perhaps  more  restrictive  decisions  could 
follow.  FCC  commissioner  Ervin  Duggan  is  also  a  Democrat  while 
the  sole  voting  Republican  on  the  Commission  is  Andrew  Barrett.  A 
second  Republican,  Sherrie  Marshall  is  leaving  her  job  to  pursue 
job  prospects  with  firms  that  have  vested  interests  in  mass- 
media,  and  is  not  taking  part  in  all  related  Commission  matters. 

On  April  3,   1993  it  was  announced  that  the  Clinton  administration 
planned  to  nominate  senior  Senate  aide  Antoinette  D.  Cook  to  be 
the  FCC's  next  Chairman.  As  staff  counsel  to  the  Senate  Commerce 
subcommittee  on  communications  Ms.  Cook  developed  a  reputation  as 
a  hard  negotiator  and  as  skilled  at  manipulating  the  various 
interest  groups  that  attempt  to  influence  telecommunications 
policy.  Ms.  Cook  is  viewed  as  pragmatic  rather  than  ideological 
in  her  work  on  the  subcommittee  on  communications,  and  has  proved 
adept  at  forging  alliances  between  different  industry  groups.  She 
has  excellent  experience  in  cable  industry  affairs,  having  helped 
to  cement  a  coalition  between  consumer  groups  and  broadcasters  in 
formulating  the  1992  Cable  Act. 
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Ceilings  for  Cable  Pricing 

On  April  1,   1993  the  FCC  ordered  strong  measures  to  enforce  the 
1992  Cable  Act  by  basically  wiping  out  any  price  increases  the 
cable  industry  had  passed  since  the  end  of  September  1992.  The 
Commission  set  a  formula  for  establishing  new  basic-cable  service 
rate  ceilings  in  various  markets.  This  formula,  while  not 
elucidated  in  detail  is  basically  as  follows: 

Local  governments  must  first  ask  the  FCC  to  certify  them  as 
legitimate  regulatory  authorities,  after  which  the  local 
government  will  be  able  to  regulate  the  price  of  basic  cable 
service  using  the  benchmark  for  "reasonable"  prices  set  by  the 
commission.   (Under  previous  law  cities  were  not  allowed  to 
regulate  cable  service  prices.)  For  the  broader  package  of 
services,  consumers  or  local  governments  must  complain  to  the 
Commission  and  ask  for  a  rollback  of  prices  and  a  refund.  In  both 
the  case  of  basic  service  and  packages  of  services  the  FCC  will 
use  the  same  benchmarks  for  "reasonable"  prices. 

The  details  of  the  benchmarks  have  not  yet  been  released,  but 
they  are  based  on  the  definition  of  "reasonable"  stated  in  the 
1992  Cable  Act.  Those  charges  a  would  be  similar  to  the  prices 
charged  by  the  few  cable  systems  that  operate  in  direct 
competition  with  another  system  in  the  same  service  area.  Data 
used  by  the  FCC  indicate  that  such  companies  were  on  average  27% 
cheaper  than  those  that  operate  an  exclusive  franchise.  More  than 
99%  of  cable  operators  are  exclusive  franchises  with  no 
competition.  The  result  of  these  new  charge  standards  may  be  that 
from  two-thirds  to  three-quarters  of  all  cable  systems  would  have 
to  reduce  rates  by  at  least  10%. 

It  is  now  virtually  impossible  for  cable  system  operators  to 
evade  the  Cable  Act  pricing  regulations  by  shifting  basic 
programming  services  into  premium  services  that  would  be  more 
lightly  governed.  The  commission  ruled  that  prices  for  a  basic 
package  of  services    would  be  regulated  the  same  as"enhanced" 
service  packages  that  include  movies  channels  and  CNN.  Further, 
the  Commission  has  forbidden  the  practice  of  bundling  charges  for 
remote  controls,  converters,  installation  fees  and  the  like. 
Charges  for  these  must  be  separate  and  must  be  based  on  "actual 
cost"  as  defined  by  other,  yet-to-be  defined  standards.  The  only 
services  that  would  be  entirely  free  of  regulatory  oversight 
would  be  "pay  cable"  channels  like  HBO  that  are  sold  individually 
rather  than  as  part  of  packages. 

Consumer  groups,   local  governments  and  cable  industry  interests 
have  120  days  to  respond  to  the  new  order.  Meanwhile,  prices  will 
be  frozen  at  current  levels  and  the  Commission  plans  to  release 
full  details  of  the  new  rules  in  May. 
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Equalization  of  Program  Access 

The  April  1,   1993  FCC  decision  also  imposes  unexpectedly  tough 
rules  on  cable  operators  that  also  produce  programming,  including 
of  course  TCI  and  TW. .  The  decision  states  that  the  program 
producers  must  make  their  shows  available  on  the  same  prices  and 
conditions  to  satellite  and  private  microwave  cable  delivery 
service  that  compete  against  the  TCI  and  TW-owned  cable  systems. 

The  satellite  and  microwave  competitors  have  argued  that  giant 
cable  companies  like  TCI  have  stifled  competition  because  they 
own  stakes  in  many  of  the  most  popular  channels  and  discriminate 
against  distributors  that  compete  against  traditional  system 
operators.    (TCI's  decision  to  spin  off  Liberty  Media  as  a 
separate  company  to  produce  and  distribute  programming  is  widely 
viewed  as  an  attempt  to  avoid  just  this  type  of  anti-monopolistic 
regulation.  Apparently  the  strategy  hasn't  worked  completely.) 

Opening  up  Local  Telephone  Service 

The  Commission  is  midway  through  adopting  rules  that  could 
dramatically  increase  competition  on  the  local  telephone 
business.  These  rules  would  allow  cable  television  companies  and 
a  growing  array  of  fiber-optic  carriers  to  directly  access  local 
telco  networks.  TCI  has  immediate  interest  in  these  issues  due  to 
its  Digital  Direct  subsidiary's  Metropolitan  Area  Network 
operations  and    its  investment  in  Teleport  Communications. 

"Must  Carry" 

Regarding  the  retransmission  consent  and  "must  carry"  provisions 
of  the  1992  Act,  TCI  is  launching  an  effort  to  reduce  the 
possibility  of  confrontation  and  disruption  of  broadcast  service 
to  its  customers,  should  these  provisions  survive  legal 
challenge.  The  company  is  in  discussions  with  the  national 
broadcast  networks  as  well  as  local  broadcasters. 

Service  Standards 

On  March  11,   1993  the  FCC  issued  new  rules  regarding  standards 
for  cable  television  installation  and  service.  Cable  companies 
must  have  local  or  toll-free  telephone  lines  in  seirvice  24  hours 
a  day,  seven  days  a  week.  Service  calls  must  be  answered  within 
30  seconds  and  callers  should  receive  busy  signals  no  more  than  3 
percent  of  the  time. 

Customer  service  and  bill  payment  locations  must  be  open  during 
normal  business  hours  and  conveniently  located.  Installations 
must  be  within  seven  days  of  an  order.  Customers  must  be  notified 
of  any  changes  in  rates,  programming  or  channel  positions  at 
least  3  0  days  before  the  change.     These  requirements  should  have 
little  effect  on  well-run  cable  businesses  such  as  TCI  and  TW. 
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Franchising 

The  Cable  Act  of  1984  developed  the  franchising  process  as  the 
primary  means  of  regulating  cable,  establishing  national,  uniform 
procedures  for  franchising  and  renewals  to  encourage  growth  and 
assure  that  cable  systems  are  responsive  to  the  needs  and 
interests  of  their  communities.  Franchise  fees  were  limited  to  5% 
of  gross  revenues. 

In  the  next  5  years  25%  of  TCIs  franchises  are  up  for  renewal.  A 
number  of  cities  served  by  TCI  have  not  been  happy  with  service 
in  recent  years.  In  cities  like  Morganton,  NC,  Jefferson  City, 
MO,  Gillette,  WY,  Chicago  and  Seattle  local  governments  have  been 
much  more  aggressive  in  demanding  better  service  before  extending 
franchises.  In  the  wake  of  the  April  1  FCC  decision  we  can  expect 
further  confrontations  and  TCI  and  other  cable  companies  trying 
to  improve  service  and  image. 
TCI  and  TW  Reactions  and  Effects 

Immediate  reaction  on  the  part  of  TCI  to  the  FCC  announcement  was 
swift:  Senior  V.P.  Robert  Thompson  called  the  rules  "unduly  harsh 
and,   in  some  respects,  punitive.  TCI  believes  the  FCC  has  tested 
the  outer  limits  of  its  authority  under  the  1992  Cable  Act." 

Time  Warner  had  no  immediate  response  to  the  decision  beyond 
saying  that  "No  one  should  lose  sight  of  the  most  important  fact: 
that  these  rules  regulate  the  past,  not  the  future.  This  industry 
is  the  best-positioned  business  in  America  to  deliver  the  next 
generation  of  communications  services.  Nothing  that  the  FCC  has 
done  today  [April  1]  has  any  bearing  on  that." 

Effects  on  TCI  and  TW  stock  prices  were  immediate  and  unwelcome: 
TCI  fell  2  3/8  to  18  1/8  as  the  day's  most  active  issue.  Time 
Warner  dropped  2  3/8  to  30  3/4. 
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Summary 


In  INPUT'S  view  three  of  the  regulatory  activities  are  of 
critical  importance  to  the  telecommunications  industry  generally 
and  to  TCI  and  Time  Warner  in  particular: 

o        Ceilings  on  cable  operator  pricing 

o        Equalization  of  program  access  (where  an  operator  also 
produces  content) 

o        Opening  up  local  telephone  service  to  competition, 
especially  cable  operators. 

Setting  price  ceilings  will  have  the  most  immediate  —  and 
negative  —  impact. 

Opening  up  local  telephone  service  could  have  a  very  large 
positive  impact  in  the  future.     However,  this  policy  is  still 
being  developed  and  will'  not  necessarily  result  in  large 
opportunities : 

o        Regional  telephone  companies  are  very  skilled  in  exploiting 
the  regulatory  process. 

o        Equally  important,  local   (State)   regulators  may  not  wish  to 
have  other  suppliers  "skim  off  the  cream"  of  the  large, 
commercial  accounts,   leaving  small  business  and  residential 
customers  with  higher  rates. 

Equalization  of  program  access  will  occur  soon.     However,  the 
details  of  the  policy  are  still  to  be  worked  out.  Equally 
importantly,  there  is  as  yet  little  indication  what  the  actual 
market  impacts  will  be:     The  likely  beneficiaries  are  currently 
relatively  small  factors  in  the  market. 

Exhibit  III-l  summarizes  these  impacts. 
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IV.     TCI  and  Time  Warner:  Contrasting  Company  Strategies 

What  can  be  made  of  recent  moves  and  statements  from  TCI  and  Time 
Warner  regarding  their  involvement  in  the  cable  industry  in  light 
of  the  significant  changes  now  underway  in  U.S.  communications 
policy?  Each  company  has  given  indications  of  its  possible  future 
path.     Both  companies  realize  that  with  the  convergence  of 
telecommunications/messaging,  computing  and  entertainment 
delivery  systems  the  technical  upgrading  of  their  respective 
networks  is  a  simple  necessity  in  the  current  competitive 
climate.  Following  are  some  comments  regarding  potential 
directions. 

Because  of  the  significant  changes  in  policy  direction  announced 
since  April  1,   1993,  INPUT  believes  that  the  cable  business  (both 
operations  and  content)  will  be  in  a  state  of  flux  for  the 
remainder  fo  1993.     This  analysis  should  be  treated  as 
preliminary. 

A.     Time  Warner 

The  December  1992  death  of  CEO  Steve  Ross,  who  was  widely  viewed 
both  from  within  and  outside  the  company  as  the  "spirit"  of  Time 
Warner,  has  left  questions  on  the  direction  the  huge  company  will 
move  in  now.  Current  Time  Warner  CEO  Gerald  Levin  was 
instrumental  in  the  success  of  technologically-reliant  HBO  in  the 
late  'VOs. 

In  the  speculation  regarding  the  possible  breakup  of  Turner 
Broadcasting,  TW  seems  most  interested  in  the  program  material: 
MGM,  Hanna-Barbera.  These  properties  would  fit  well  with  HBO  and 
the  Warner  Bros,  movie  and  TV  archives.  Time  Warner  has  the 
content  orientation  embodied  in  Time  Inc.  In  this  age  of  digital 
manipulation  of  image  and  sound,  the  vast  libraries  of  both  the 
Time-Life  and  Warner  properties  provide  endless  sources  of 
licensing  and  royalty  material. 

While  it  too  has  announced  plans  to  digitize  its  cable  service 
areas  and  is  involved  in  PCS  trials.  Time  Warner  does  not  seem  to 
be  as  aggressive  in  its  involvements  in  the  telecommunications 
area.  It  has  announced  a  still-vague  alliance  with  AT&T  for 
interconnecting  to  that  company's  long  distance  network,  but  its 
unclear  what  this  may  mean. 

AT&T  probably  views  the  cable  giant's  network  as  in  effect  a 
nationwide  local  exchange  carrier.  At  the  same  time,  and 
similarly  to  TCI,  the  TW  is  investing  in  fiber,  digital 
compression  and  digital  storage  in  order  to  more  efficiently 
deliver  programming  to  its  customers.  The  company  has  not  been  as 
forthcoming  as  TCI  in  its  plans  for  system  upgrade,  providing 
fewer  details  on  timetables  and  vendor  alliances. 
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B.     Tele-Communications  Inc. 

At  the  April  1  press  conference,  TCI  Chief  Operating  Officer 
Brendon  Clouston  was  evasive  regarding  TCIs  focus.   "We  are  an 
entertainment  company."  he  said.  But  he  also  said  that  there 
should  be  no  fear  of  cable  company  operations  and  experiments  in 
various  communications  fields:  data  communications,  PCS.   "We  are 
not  interested  in  offering  POTS"   (plain  old  telephone  service)  he 
said.  But  he  also  mentioned  the  PCS  experiment  with  McCaw 
Cellular  in  Oregon  and  the  success  of  its  telephone  operations  in 
the  U.K.,  where  it  does  in  fact  offer  POTS. 

TCIs  spinoff  of  Liberty  Media  shows  that  TCI  is  comfortable  with 
some  separation  of  operations  and  programming  content.  Its 
continuing  investment  in  infrastructure  and  telecommunications 
companies  viz.  Teleport  seem  to  indicate  that  it  does  plan  to 
expand  more  into  telecommunications  businesses. 

Mr.  Clouston  said  that  TCI  wants  to  be  the  "store"  where 
programming  entrepreneurs  can  display  their  wares.  Its  apparent 
attempts  to  placate  the  broadcast  networks  and  local  programmers 
in  "must  carry"  disputes  may  also  indicate  that  it  wants  to 
emphasize  its  role  as  a  carrier.  Cable  companies  could  become 
major  players  in  offering  telecommunications  service,  offering 
alternative  access  services  through  their  networks 

TCI  does  not  have  the  program  production  history  of  TW.  Most  of 
TCIs  programming  capability  is  now  concentrated  in  Liberty  Media, 
a  legally  independent  entity  at  this  point.  Although  the  apparent 
strategy  in  spinning  off  Liberty  was  one  of  avoiding  further 
regulatory  strictures,  it  also  may  show  TCIs  desire  to  truly 
separate  its  content  activities  from  its  communications/transport 
services  side. 

TCI  has  been  more  aggressive  than  TW  in  forming  alliances  with 
and  acquiring  other  communications  providers.  These  activities 
are  exemplified  in  the  Teleport  acquisition,  the  McCaw  PCS  trial 
and  the  alliance  with  Southwestern  Bell  in  the  U.K.  TCI  is 
learning  about  the  operation  of  traditional  and  emerging 
telecommunications  service  businesses  from  these  experiences. 
Through  its  Digital  Direct  services,  coupled  with  Teleport,   it  is 
in  a  position  to  interlink  multiple  Metropolitan  Area  Networks 
into  the  "  nationwide  terrestrial  digital  network"  described  by 
COO  Brendon  Clouston  recently. 

Unlike  TW,  TCI  has  been  vocal  in  defining  the  technologies  and 
vendors  that  it  is  using  in  upgrading  its  networks  and  in 
developing  new  services.  Business  communications  customers  like 
to  know  what  is  carrying  their  precious  data:   it  is  reassuring  to 
them  in  guaging  the  reliability  of  the  carrier. 
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The  emphasis  that  TCI  executives  have  recently  placed  on  their 
efforts  to  improve  customer  service  (something  that  has  been 
sorely  lacking  in  the  past)  may  also  be  indicative  of  a 
realization  that  the  days  of  monopoly  provision  of  communications 
seirvices  of  all  types  are  over,  and  that  customers  demand 
reliable  service  of  all  types.  Again,  business  telecom  customers 
expect  prompt  customer  service  and  response  times. 


Both  companies  are  saddled  with  vast  amounts  of  debt  as  a  result 
of  aggressive  acquisitions  and  merger  costs.  TCI  announced 
recently  that  it  is  now  able  to  operate  and  pay  its  debt  service 
entirely  from  internal  funds,  however,  perhaps  putting  it  in  a 
better  position  for  the  future.  This  policy  may  not  be  possible 
to  carry  out  in  the  new,  more  restrictive  rate  climate. 

Progreunming  Content  vs.  Network  Services? 

The  key  question  is:  what  will  be  the  better  source  of  ongoing 
revenue,  the  continuing  revenues  to  be  derived  from  licensing  of 
program  material  or  that  from  the  provision  of  transport 
services.  The  following  are  the  advantages  and  disadvantages  of 
each  position. 

Proaraunmincr 

Disadvantages 

*  Success  is  subject  to  changing  public  tastes  and  cultural 
diversity 

*  Copyrights  run  out 

*  Artists  are  expensive 

*  Production  costs  are  high 

*  Entertainment  can  be  viewed  as  a  luxury,  subject  to  economy 
Advantages 

*  Material  is  "timeless":  royalties  are  forever 

*  Barriers  to  entry  are  high  and  growing 

Communications  Service 

Disadvantages 

*  Huge  initial  and  ongoing  capital  investment 

*  Improvements  to  network  must  be  continuous  in  order  to  meet 
service  demands 

*  Competition  is  fierce 

Advantages 

*  Recurring  revenue  stream:  demand  is  always  there  once  the 
network  is  in  place 

*  New  services  are  always  developing  to  meet  new  lifestyle 
needs 

*  Not  subject  to  cultural/taste  changes:  "internationally 
transparent" 
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It  should  be  noted  that  in  some  contexts  some  of  the  positives  of 
each  strategy  can  be  viewed  as  negatives.  For  example,  changing 
public  taste  can  lead  to  windfall  profits  from  popular 
content/artists. 

In  a  sense,  the  communications  strategy,  while  a  fast  track 
technologically,   is  the  "slow  and  steady"  course  in  the  long  run: 
everyone  needs  to  communicate  and  will  continue  to  need  to  do  so. 
The  revenues  to  be  collected  from  network  service  operations  are 
ongoing  and  can  be  continuously  augmented  through  new  services 
and  enhancements.  Programming  can  be  viewed  as  one  of  these 
services  that  increases  demand,  but  the  infrastructure  must  be 
there  to  provide  ever  more  capacity  to  deliver  it. 

This  latter  is  apparently  the  view  being  taken  by  TCI.  Although 
the  company  has  emphasized  that  it  is  "in  the  entertainment 
business",   its  actions  indicate  that  it  plans  to  be  more  in  the 
telecommunications  business.  It  is  in  sense  following  the  lead  of 
AT&T,  which  is  always  looking  for  ways  to  maximize  the  revenue, 
generating  capability  of  its  network  through  offering  new 
services  and  partnering  with  companies  that  are  developing  new 
technologies  to  add  to  network  traffic. 

In  light  of  the  above,   it  would  seem  that,  barring  unannounced 
alliances  and  strategies,  TCI  is  taking  more  of  a  network 
services  path,  while  Time-Warner  will  continue  to  build  on  its 
strength  as  a  programming  provider,  while  keeping  its  network 
competitive.  Both  companies  then  continue  to  play  from  their 
existing  strengths  in  growing  into  the  information-intensive 
'90s. 
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D.  Summary 

Both  companies  may  have  their  basic  strategies  significantly 
affected  by  the  changing  regulatory  climate. 

o        Both  companies  should  expect  to  see  their  projected  cash 

flows  significantly  affected  by  already  announced  as  well  as 
future  rate  reductions.     These  reductions  will,  to  a  large 
extent  extent,  have  to  come  out  of  operating  income 

investment. 

o        TCI  will  be  hit  hardest  in  the  short  run,   since  it  is  so 
much  more  dependent  on  cable  operations. 

o        If  equalization  of  program  access  turns  out  to  be 

significant,  then  Time  Warner  will  be  very  adversely 
affected,  both  financially  and,  equally  important,   from  the 
disruption  of  its  integrated  operations  and  content 
strategy.  . 

o        Opening  up  of  local  telephone  service  could  potentially 

bring  significant  benefits  to  TCI.     However,  this  should  not 
be  a  factor  to  consider  for  two  or  three  years  because: 

-  The  technology  itself  is  still  not  proven. 

-  The  regulatory  structure  is  still  being  developed. 
No  decisions  are  likely  for  several  years. 

The  regional  telephone  operating  companies  will  seek  to 
obstruct  or  delay  by  every  means  possible. 

-  There  is  little  indication  whether  the  economic  and 
market  forces  will  make  this  a  desirable  market  for  a 
second  source  supplier. 

Exhibit  IV-1  summarizes  the  potential  impacts  on  the  two 
companies. 
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International  IT  Intelugence  Services 


Qients  make  informed  decisions  more  quickly  and  economically  by  using  CvlPUT's 
services.  Since  1974,  information  technology  (TT)  users  and  vendors  throughout  the 
world  have  relied  on  LNPUT  for  data,  research,  objective  analysis  and  insightful 
opinions  to  prepare  their  plans,  market  assessments  and  business  directions, 
particularly  in  computer  software  and  services. 

Contact  us  today  to  learn  how  your  company  can  use  INPUT'S  knowledge  and 
experience  to  grow  and  profit  in  the  revolutionary  IT  woild  of  the  1990s. 


Subscription  Services 


Information  Services  Markets 

-  Woridwide  and  country  data 

-  Vertical  industry  analysis 

Business  Integration  Markets 

Client/Server  Applications  and 
Directions 

Client/Server  Software 

Outsourcing  Markets 

Information  Services  Vendor 
Profiles  and  Analysis 

EDI/EIectronic  Commerce 

U.S.  Federal  Government  IT 
Markets 

IT  Customer  Services  Directions 
(Europe) 

Service  Features 


•  Research-based  reports  on  trends,  etc. 
(Over  100  in-depth  reports  a  year) 

•  Frequent  bulletins  on  events,  issues, 
etc. 

•  5-year  market  forecasts 

•  Competitive  analysis 

•  Access  to  experienced  consultants 

•  Immediate  answers  to  questions 

•  On-site  presentations 

•  Annual  conference 


Databases 


•  Software  and  Services  Market 
Forecasts 

•  Software  and  Services  Vendors 

»  U.S.  Federal  Government 

-  Procurement  Plans  (PAR) 

-  Forecasts 

-  Awards  (FATT) 

•  Commercial  Application  (LEADS) 

Custom  Projects 


For  Vendors — analyze: 

•  Market  strategies  and  tactics 

•  Product/service  opportunities 

•  Customer  satisfaction  levels 

•  Competitive  positioning 

•  Acquisition  targets 

For  Buyers — evaluate: 

•  Specific  vendor  capabilities 

•  Outsourcing  options 

•  Systems  plans 

•  Peer  position 

Other  Services 


Acquisition/partnership  searches 


INPUT  Worldwide 

Frankfurt 

SudetenstraBe  9 
D-35428  Langgons- 
Niederkleen 
Germany 

Tel.  +49  (0)  6447-7229 
Fax  449  (0)  6447-7327 

London 

17  Hill  Street 
London  W1X7FB 
England 

Tel.  +44  (0)  71  493-9335 
Fax-HM  (0)71  629-0179 

New  York 

400  Frank  W.  Burr  Blvd. 
Teaneck,NJ  07666 
U.S.A. 

Tel.  1  (201)  801-0050 
Fax  1  (201)  801-0441 

Paris 

24,  avenue  du  Recteur 
Poincar6 
75016  Paris 
France 

Tel.  +33  (1)  46  47  65  65 
Fax +33  (1)46  47  69  50 

San  Francisco 

1881  Landings  Drive 
Mountain  View 
C  A  94043-0848 
U.S.A. 

Tel.  1  (415)  961-3300 
Fax  1  (415)  961-3966 

Tokyo 

Saida  Building,  4-6, 
Kanda  Sakiuna-cho 
Chiyoda-ku,  Tokyo  101 
Japan 

Tel. +81  3  3864-0531 
Fax +81  3  3864-4114 

Washington,  D.C. 

1953  Gallows  Road 
Suite  560 

Vienna,  VA  22182 
U.S.A. 

Tel.  1  (703)  847-6870 
Fax  1  (703)  847-6872 
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